Analyzing the compositional changes in receivables.
A technique is proposed that applies variance analysis to the aged trial balance to break down the total change in reserve requirement, from one balance sheet date to the next, into a volume variance, a composition variance, and a rate variance. This breakdown allows the accountant or auditor to focus on compositional changes in the trial balance that contribute to otherwise irreconcilable changes in the provision requirement. An assessment of the reasons behind these compositional changes may result in adjustments to the reservation rates or to the provision amount to help bring the asset valuation into line with the income statement adjustments to revenue.